General Business Conditions. 





HE observers of business are almost 

unanimous in their assurance that 

there is a “better feeling” about busi- 

ness. Just exactly what this recurring 

phrase means is difficult to state. 
It might be descriptive of any of a dozen 
psychological changes that could enter into the 
situation. If it means that people generally 
have begun to realize the causes that have 
thrown industry out of balance, and to appre- 
ciate the things that must be corrected before 
conditions come into equilibrium again, then 
we should say that the reported “better feel- 
ing” constituted an important advance toward 
normalcy. If, however, the “better feeling” 
means simply that people are merely smiling 
and waiting more patiently, rather than set- 
ting themselves seriously to the task of wage 
and price reductions and other readjustments 
that are necessary, then we fear that it signi- 
fies but little. 


There is fresh evidence constantly that the 
readjustments are taking place. They are 
slow, but it takes time for a knowledge of con- 
ditions to reach all classes and divisions of the 
population, and for them to make up their 
minds to give the cooperation that is neces- 
sary to bring industry back into balance. 
Meanwhile, it will aid in the cultivation of pa- 
tience to realize that conditions are by no 
means so bad as they might be, and that con- 
sidering all the circumstances the volume of 
business is really surprisingly large. Depart- 
ment store sales so far this year have been in 
physical volume ahead of last year, although 
somewhat lower in values, owing to lower 
prices. The monthly letter of the Federal Re- 
serve Bank of New York for August gives 
the following table showing a calculation in 
percentage figures of the production in this 
country of eleven important commodities in 
each month of this year up to June. To ar- 
rive at a fair estimate of normal production a 
statistical analysis has been made of all avail- 
able figures for previous years, and allowance 
made for normal growth. The percentages 
are as follows: 
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Lcol Way Wil, August. 1921 


Anthracite coal mined 101.3 
Bituminous coal mined 73.6 
Pig iron production.. 70.0 
Steel ingot production 68.3 
Tin deliveries 30.1 
Cement production ... 77.8 
Cotton consumption.. 54.8 
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Wool consumption .. 
Sugar meltings 
Wheat flour milled .. 
Meat slaughtered . 
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The good showing of the cement industry is 

largely due to the amount of public highway 
construction under way, which is stimulated 
by a desire to give employment to labor. 
_ These figures show a very uneven state of 
industry, but certainly they do not indicate 
anything like complete prostration. July is 
the mid-summer month and normally not one 
of great activity, but business prospects in 
the commodities of common trade are consid- 
ered good for a maintenance of the present 
volume and perhaps some increase of demand 
in the Fall. It is now more than a year since 
dealers have bought goods freely for stocks 
and they must buy for current trade. 


Textiles Make Better Showing 


The textile lines have made a good showing 
during the past month. Seasonal demands for 
light wearing apparel have been active; cotton 
goods for next Spring (although opening at 
about the present season’s prices) have sold 
well, with the demand for ginghams unusually 
heavy. Woolen mills have been busy on goods 
for Fall delivery, and are now booking 
orders for the Spring trade, at practically the 
same prices. 4 

Paterson reports 20 per cent more looms 
in operation upon silk goods than in January 
of this year. Retailers still appear to be buy- 
ing in light quantities, and only for immediate 
needs. 


Iron and Steel Industry Still Stagnant 


In contrast to the increased activities in tex- 
tiles, other great industries are showing no 
marked advances. In iron and steel, further 
reductions in both prices and wages have been 
the feature of the month. According to the 
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“Iron Age,” the average price of eight princi- 
pal steel products in the last week of July 
was $50.39 per ton, against $85.03 at the high 
level of 1920 and $35.80 in August, 1913, a 
typical pre-war year. This is certainly a very 
substantial reduction, but the market is still 
unsettled and wages in the industry are yet 
‘ far above the pre-war level. Further reduc- 
tions in both wages and prices are expected, 
particularly if reciprocal reductions in railroad 
charges are made. 


Sales have been buoyed up somewhat from 
the low ebb reached a few weeks ago, as was 
to be expected when stocks on hand had become 
depleted. But the railroads both at home and 
abroad, along with the construction industry, 
are still buying only what is absolutely neces- 
sary for current needs. Production through- 
out the whole iron and steel industry is 
scarcely above 20 per cent of capacity. 


Contributions of Mines to Railroad Revenue 


The mining industry is very much depressed, 
and a correspondent points out the relation 
of this to the railroads. Figures from the Bu- 
reau of Mines show the nation’s mineral out- 
put in 1920 was valued at slightly above 4% 
billion dollars, or in the neighborhood of half 
the total value of our agricultural crops for 
the same year. In 1920 also, raw mined prod- 
ucts, contributed 58.2 per cent of the tonnage 
carried by the railroads in carload lots. Even 
excluding shipments of bituminous coal, which 
of course bulk considerably, the mining indus- 
try last year contributed: 

Twice as much railroad tonnage as agriculture; 

Two and one-half times as much railroad tonnage 

as non-mining miscellaneous commodities; 

Three times as much railroad tonnage as forestry; 


Twelve times as much railroad tonnage as animal 
industry. 


In other words, mining furnishes more than 
one-half the freight revenue of the railroads. 
It is conservatively estimated today that the 
metal mining industry as a whole is operating 
at not more than 50 per cent of capacity. The 
inter-dependence of industry is illustrated by 
the fact that the railroads not only depend 
upon the mines for the bulk of their revenue, 
but the mines depend largely on the buying 
of the railroads for their own prosperity. 


Wages in Copper Mines at Pre-War Level 


In the copper industry four out of every five 
men normally employed are today out of work. 
Wages of those who are working are at their 
pre-war level—$4.00 per day for common labor 
in the Rocky Mountain region, as compared 
with $6 a day during the war. 

On the other hand, wages for common la- 
bor at the anthracite mines are from $6.50 to 
$7.00 a day, representing an estimated labor 
charge per ton of $4.07, as compared with 


$1.80 in 1913. Mining thus affords a conspicu- 
ous example of what has been referred to in 
this Letter many times before: the unbalanced 
state of industry generally. The metal miner 
has been forced by economic conditions to take 
drastic wage cuts that have brought his pay 
down to pre-war basis; the coal miner, on the 
other hand, is working under a national agree- 
ment which runs to April, 1922, and has taken 
no reduction in the wage rate. The high wage 
rate, is of doubtful value to the bituminous 
miner, however, because the demand for coal 
has fallen to about 8,000,000 tons per month, 
or approximately 30 per cent from full produc- 
tion. As a result of high mining costs, high- 
priced coal is a factor in high railroad charges, 
while high priced coal and high railroad 
charges figure large in all industrial costs, 
and are.among the chief factors in the indus- 
trial depression which throws coal-miners out 
of employment and in keeping up living costs. 


Coal buying seems to be for current use only, 
consumers apparently holding off in expecta- 
tion of lower prices. The Summer season is 
passing without the usual accumulations for 
Winter, and warnings are becoming urgent 
that a coal famine may result later, particu- 
larly if there should be a revival of industry. 
Prices are demoralized, but still high as com- 
pared with pre-war prices. 


Building Sluggish 


Revival of construction activity on anything 
like a gratifying scale has thus far failed to 
materialize. Operations for June were appar- 
ently slightly lower than May, taken the coun- 
try over, but were larger than April. Figures 
for July had not yet been compiled, as this 
was written, but indications were that they 
would be more encouraging than either April, 
May or June. 


Building materials still show firm resistance 
to price reductions, having remained, accord- 
ing to the U. S. Bureau of Labor’s estimate, 
practically stationary throughout the Summer 
—at 202, as compared with 100 for 1918, and 
341 for the peak price of May, 1920. Despite 
the fact that construction workers in some cit- 
ies have accepted wage reductions, the price 
of labor throughout the industry is still en- 
tirely too high for the work actually done. One 
hundred thousand workers in New York are 
resisting a proposed $1 per day reduction in 
their pay, which is $9 a day for journeymen. 
At the same time, a committee of the Ameri- 
can Engineering Council, appointed by Mr. 
Herbert Hoover, announces that $500,000,000 
a year in wages are being lost through unem- 
ployment. One of the chief sources of waste 
in the industry, adds the report of the Com- 


mittee, has been through union regulations, . 








which “in the past have produced enormous 
losses through direct or indirect restriction of 
output.” 

The Crops 

It is yet too early to give a final estimate of 
this year’s grain crops, but the winter wheat 
crop is made and is a good one. The total 
yield promises to be above the pre-war nor- 
mal, and for corn a crop that will approach, or 
even top, the biggest crop in the record of 
the country. In another month it will be pos- 
sible to tell the story much more accurately. 

The government’s official report on crop con- 
ditions for July forecast 809 million bushels of 
wheat, 1,329 million bushels of oats, and 3,123 
million bushels of corn. The wheat estimate 
was off 20 million bushels from that for June 
and the August estimate will doubtless 
show a further reduction. Threshing returns 
have been disappointing in some localities. 
Weather conditions throughout the month 
were in the main favorable, although there 
was widespread complaint from Spring wheat 
territory, on account of the hot, dry weather, 
and the damage done by rust. 

Canada’s crop is now estimated at around 
300 million bushels, which is a little above the 
yield of last year, 

Movement of wheat has been exceptionally 
heavy during July. From July 1 to 26, 11,743 
cars arrived in Kansas City alone, as com- 
pared with 3,959 for the same period last year, 
and an average of about 5,000 for the same pe- 
riod each year since 1914. The same heavy 
movement is apparent at Chicago. 

Reasons that lie behind the early marketing 
in such quantities are obvious. The farmer’s 
experience last year in holding back his grain 
in the hope of a better price met with such 
discouraging results that there is little temp- 
tation to try the same experiment again this 
season. Moreover, his need for current funds 
is urgent. The fact that railroad cars are 
easier to obtain this year than they were last, 
furnishes another incentive to early market- 
ing. 

No World Surplus of Wheat 

The not infrequently expressed fear that 
1921’s wheat crop might be in excess of world 
needs, seem to be unfounded. Russia is still 
out of the market, as a seller, and is actually 
buying flour from outside, apparently India’s 
position will be changed from that of exporter 
to importer ; and Roumania will have no wheat 
to export, it is predicted. Although the grain 
crops over Europe are generally reported to be 
good, the carry-over was small. Bradstreet’s 
calculates that the importing countries will 
buy about the same amount as last year. 
Much now depends on the growing crops in 
Argentina and Australia, where acreage is 
about the same as last year and prospects to 


date are reported favorable. India will prob- 
ably take what Australia has to spare. 

The market has stood up well under the 
heavy receipts from this crop, demonstrating 
the services of the speculator, for undoubtedly 
the deliveries have been far beyond the needs 
for immediate consumption. 

Given favorable weather conditions through 
August, the corn crop should be the lafgest 
ever harvested in this country. The planted 
area is 109 million acres, or approximately 5.4 
millions more than last year, when the record 
crop of 3,232 million bushels was produced. 

Yields of oats and barley are light, both in 
quantity and in weight. The hay crop is ap- 
parently short, the fruit crop reduced in most 
sections, and the pack of canned goods con- 
siderably below last year’s total. 


The Price of Corn 


Prices ruling in the cereal market are not 
such as to increase the buying power of the 
farmer. Below are given the cash prices of 
number 2 yellow corn, in Chicago, upon July 22 
or the nearest date thereto over a period of 10 
years: ° 

1912— 72%c per bushel 

1913— 60%c “ . 

1914— 72c 

1915— 80%c" 

1916— 83%c 


1917—163%c per bushel 
1918—152%c “ if 
1919—195c ve ry 
1920—154c * = 
1921— 64%c “ ? 


The present price is, with one exception, the 
lowest in a decade, and slightly above one- 
third that of a year ago. The figures as to 
oats are even more unsatisfactory, as this year 
the farmer has a light crop selling at a low 
price. Moreover, quotations at Chicago and 
other central markets do not tell the whole 
story. Owing to the increased freight rates 
the farmer who sells in the country markets 
realizes a considerably smaller percentage of 
the Chicago price than before the new rates 
went into effect. Prices in primary markets 
are based upon prices in the central markets, 
less cost of delivery in the latter. 


Among agricultural products wheat and 
hogs are above pre-war prices, and yielding 
fair returns, but on the whole the farmers’ 
income is down to a level which renders it 
impossible for him to make improvements or 
buy the usual quantity of manufactured goods 
for consumption at the present level of prices 
for the latter. 


Cotton Crop Smallest in Many Years 


Despite some damaging rains and unusual 
activity of the boll weevil, cotton has had a 
good growing month, and conditions generally 
have been such as to favorably revise the gov- 
ernment’s July estimate of 8,433,000 bales, 
which is some five million smaller than last 
year’s crop, and almost eight million smaller 
than the record crop of 1914. Prices firmed 








up somewhat during the early part of July, 
but lost in the later days of the month. Only 
a year ago (July 22, 1920), spot cotton sold in 
New York at 43.75 cents per pound. In June 
of this year, the price had dropped to the low 
mark of 10.85, or to less than 25 per cent of 
last summer’s level. 

There are ample indications that, along with 
the cotton acreage reduction of from of to 30 
per cent, there will be greater diversification 
of crops in the South this year than ever be- 
fore. It is fallacious to think of the land that 
is being withheld from cotton growing, as 
wasted land. One authority estimates that the 
corn and wheat acreage in the cotton states 
has been increased by 60 per cent this year. 
It is also said that the Southern farmers are 
raising more hogs and cattle than ever before. 


The Fundamental Trouble 

The fundamental difficulty upon which a re- 
vival of business waits is still the inequality 
of values as between the various classes of 
goods and services. The normal basis of trade 
between people in different industries has 
been disturbed, and it is only by the pressure 
of painful experience that the old relafions are 
restored. 

The position of the farmers who are pro- 

ducing cotton, corn and oats, is set forth 
briefly above. The producers of wool, hides, 
sugar, and foodstuffs generally are getting no 
more for their labor than before the war. 
Among the principal items of expense to them 
is clothing. They produce the raw material 
for it, but under the modern system of indus- 
try sell it and buy it back in the form of gar- 
ments, paying the transportation charges, mill- 
workers, garment-workers and all middle men 
by supplying food and raw materials to every- 
body. 
All of the people who have a part in the con- 
version of wool, cotton and hides for the farm- 
er’s use are still getting 100 per cent or better 
above pre-war wages, but naturally they are 
not all at work, for the evident reason that the 
farmer cannot buy as many clothes at the 
present prices as when his own compensation 
was on a par with the compensation of these 
people with whom he is trading services. 


The Clothing Industry 

A great strike has been on in the clothing 
industry of New York City for nearly a year, 
against a reduction of wages, which during the 
war and the year following were advanced 150 
to 200 per cent. Nominally it is a contest be- 
tween employes and employers, but the latter 
would be as willing to pay the old wages now 
as in 1919 if they could charge the same prices 
for clothing. The first strike was by the buy- 
ers of clothing, and it was a wholly unorgan- 
ized movement with them. They simply quit 
buying because their own incomes had de- 


clined and they did not have the means to go 
on buying clothing at the old prices. 

They have been getting along without cloth- 
ing and one way or another the clothing work- 
ers of New York have been getting along 
without wages for nearly a year. The latter 
are said to have expended a million or two of 
strike funds which they had left after giving 
$250,000 to support the steel strike. They 
have now announced their intention of raising 
a new “defence fund” of $5,000,000, for the 
purpose of keeping up the price of clothing, 
or, as they put it, of placing themselves in 
“actual control” of the clothing industry. It 
may be added that this $5,000,000 is not to be 
invested in clothing manufacture, but simply 
in getting control without ownership. When 
they have accomplished this purpose the prob- 
lem of selling clothing at war-prices to farm- 
ers who are producing wool and cotton at pre- 
war prices will remain to be solved. 


A General Situation 


A similar problem faces the wage-earners in 
li the industries. The wage-workers in agricul- 

ture have thé situation before their eyes, and 
have yielded to it promptly. The wages of farm 
hands have dropped approximately one-half. 
Farm hands were close enough to the situation 
to see that it was that or nothing. The factory 
workers, railroad employes and town workers 
generally are many of them working for the 
farmers and will have to face the same situa- 
tion. Unemployment exists on a large scale be- 
cause goods cannot be sold, and they cannot be 
sold because the industrial situation is out of bal- 
ance. Recovery will come as the balance is re- 
stored and cannot come otherwise. 

It is greatly to the credit of the wage-earners 
as a class that the process of readjustment has 
proceeded with as little friction as has been the 
case thus far. Generally there has been willing- 
ness to make,concessions. It is not advisable that 
the movement should be unduly pressed. It is 
better to take more time, although delay means 
that the losses are greater, for the wage-earners 
are entitled to know why lower wages are neces- 


_sary. They are interested in having the neces- 


sary readjustments made in order that industry 
may be on a basis that will afford steady and 
full employment. Wage reductions will have to 
go much further in the manufacturing industries 
and in transportation before this situation is 
reached. It has been contended, and with much 
force, that living costs should lead rather than 
follow, wage reductions, and they have led at 
the expense of the earn‘ngs of farmers and at the 
expense of profits and dividends, but they have 
reached a point where further price reductions 
are dependent upon wage reductions. These re- 
ductions, however, will not mean a loss of pur- 
chasing power to wage-earners, for the very rea- 
son that wages are now the principle factor in 
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prices, and the cost of living, generally speaking, 
will decline accordingly. 

On the other hand if further reductions are 
not made in the industries indicated, living costs 
are likely to rise. Already the farmers are or- 
ganizing for the purpose of curtailing the pro- 
duction of agricultural products. The cotton 
crop this year will be 25 per cent below the av- 
erage amount required under normal conditions 
to meet the demand. Plans are being developed 
to curtail the production of foodstuffs. These 
policies are justified by the combinations of wage- 
earners and others to maintain wages and the 
prices of town-made products at an unfair level 
above farm products. The whole system of re- 
striction is wrong and in the end defeats the pur- 
pose in view of bettering living conditions for 
those who practice it. When everybody practices 
it the result is poorer living conditions for all. The 
best results will be obtained for every group of 
workers by a fair attitude toward others, and by a 
common policy to obtain full production. 


A Universal Problem 


The industrial situation is out of balance not 
only between the several branches of industry, 
but between countries, as the one-sided state of 
trade shows. The latter, however, is in the way 
of gradually righting itself. An officer of this 


Bank attended the meeting in London in June 
of the International Chamber of Commerce, 
where an opportunity was afforded of meeting 


bankers and business men from nearly all the 
countries of Europe. He came away with the 
conviction that the want of balance between in- 
dustries is a more serious factor in the world de- 
pression than the want of balance between coun- 
tries. Everywhere wages, manufactures, trans- 
portation charges and middlemen’s charges gen- 
erally are out of proportion to the value of pri- 
mary products. The latter have fallen precipitate- 
ly; wages come down slowly and wages are the 
sustaining factor in the cost of manufactured 
goods, transportation charges and middlemen’s 
services. 1 

England’s export business is poor because 
the countries around the world to which she 
sells must pay for the most part in raw materials 
and these are so cheap that they cann t buy much. 
It is true that the devastated districts of France 
cannot produce in normal quantities, but the re- 
stored industrial capacity is very much in excess 
of present operations. In other words they could 
not at present use more shop capacity if they had 
it. There is a state of deadlock not only in trade 
between countries but in domestic trade, and the 
latter is generally the most important factor. It 
is a question whether our exports can be very 
much increased immediately even by offering 
credits. Manufacturers will not buy cotton unless 
they see a prospect of selling cotton goods, and 
that depends upon a general industrial revival, or 
in other words upon a general flow of trade. If 


we could make great loans at low rates for con- 
struction purposes, thus putting people to 
work, that would afford a stimulus, but that is 
impossible; and responsible statesmen over 
there would shrink from making great loans 
for purposes not directly productive, such as 
dwelling houses, at present building costs. 
Great Britain has abandoned its undertaking 
to build 500,000 houses, frightened out by the 
cost. 
The Russian Market 


The loss of the Russian market has serious- 
ly affected European industries, and that it 
even affects the United States unfavorably is 
a striking illustration of how a disturbance of 
industry in one country will disturb it in many. 
The prostration of Russia relieves the Ameri- 
can wheat grower from competition, but has 
closed a great market for cotton goods and all 
manufactures. The industrial depression 
which results affects the sales of cotton all 
over Europe. If those countries are to buy 
wheat of us instead of Russia they will want 
to know who will take the manufactures with 
which they have been accustomed to pay Rus- 
sia. It does not wholly meet the situation to 
offer them wheat or cotton on credit, for the ulti- 
mate consumer, the wage-earning population, 
cannot buy unless he has employment. 

The loss of the Russian market has affected 
India seriously, because Russia consumed 
about 25 per cent of all the tea grown in the 
world. Tea has had a calamitous fall, and the 
ability of India to buy cotton goods affects the 
ability of Manchester to buy American cotton. ° 
It likewise has affected the price of silver, and 
the fall of silver has affected the ability of 
both India and China to import goods trom 
the western world. And so the influence of 
the Russian debacle may be traced through 
many ramifications, all showing how the world 
is linked together by common interests, and 
teaching the lesson that the movements of 
trade are too complicated to be effectively reg- 
ulated by the acts of legislative bodies. 

What is said above is by no means intended 
to discourage plans for providing credits for 
Europe. We can sell much more with them 
than without them, but we must not allow our- 
selves to think of international payments either 
for goods or upon indebtedness in terms of 
money. Such payments must be made in goods 
or they never will be made at all. The equi- 
librium between countries and between in- 
dustries must be eventually restored. 


Money and Credit. 





The credit situation continues to work easier 
in the industrial districts of the country, as 
the liquidation of business proceeds. Inven- 
tories are being reduced and debts paid, with 
the result that bank loans are going down and 
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bank reserves are rising. This movement is 
enhanced by the steady receipts of gold from 
Europe. During the year ended June 30, 1921, 
the net importation of gold into the United 
States was $535,000,000, and the reserves of 
the Federal Reserve banks increased by $490,- 
000,000. When it is considered that consump- 
tion in the arts took an amount in excess of 
the domestic production, it will be seen how 
effective the Federal reserve system has be- 
come as a means of gathering up the avail- 
able gold supplies. 

At one time last Spring the Federal reserve 
bank at Dallas was the only one of these 
banks rediscounting paper with the other re- 
serve banks, but the statement for July 27 
shows the Richmond, Atlanta, Minneapolis 
and Dallas banks borrowing from the Boston, 
New York and Cleveland banks to the aggre- 
gate amount of $61,400,000. 

On the 2lst of July the reserve banks of 
Boston, New York, Philadelphia and San 
Francisco, put into force a 5% per cent dis- 
count rate for all classes of paper. The Bank 
of England and Bank of France have recently 
dropped their regular discount rates to the 
same figure. 

These reductions have been due to an easier 
banking situation, and for the purpose of mak- 
ing less burdensome the task of carrying 
stocks, particularly of farm products, which 
at present cannot be sold. 

Commercial paper is ruling at 6% to 6%, 
with exceptional paper as low as 6 per cent. 
Collateral time loans are about the same or 
slightly lower, and call money has been ir- 
regular, ranging from 6 per cent down to 3%, 
according to the daily supply. The demand 
has been light. 


Progress of Liquidation 


The total earning assets of the Federal re- 
serve banks on July 27 were $1,919,408,000, 
which compares with $3,162,315,000 in the cor- 
responding week of last year, and $3,422,- 
000,000 at the middle of October, 1920. The 
percentage of total reserves against combined 
note and deposit liabilities is 63.4 per cent, 
against 44.2 per cent one year ago. It should 
be noted in this connection that this increase 
in reserve percentage has been due more 
largely to increases in the reserves, resulting 
from gold importations than to reduction of 
liabilities. According to a calculation given 
in the July letter of the Federal Reserve Bank 
of New York, the average reserve percentage 
in June would have been 48 if figured on the 
reserves of a year ago, instead of 59 as figured 
on the actual reserves. 

The liquidation which has occurred has not 
been forced, but has resulted from the slack- 
ening of trade and decline of prices. Less 
working capital is required to carry on busi- 


ness under these conditions, and deposits 
shrink as commodity values decline. 

The decline in the volume of deposits and 
loans and also of interest rates may be prop- 
erly called to the attention of the critics who 
have been charging the bankers with having 
restricted loans for the purpose of increasing 
their earnings. If that was their purpose their 
own policy defeated it. We have often set 
forth the fact, familiar to all practical bankers 
that the banking business makes the largest 
earnings when the community is generally 
prosperous. The critics evolve their theories 
to the contrary out of their heads, without 
any study of the actual conditions. Their 
fundamental mistake is in thinking of bank- 
ers as money-lenders only, losing sight of the 
fact that bankers make their profits off the de- 
posits, and that the volume of these is closely 
related to the state of general industrial and 
business activity. 


The Federal Reserve System in Politics 


It is unfortunate that any effort should be 
made to attach political significance to the 
management or policies of the Federal Re- 
serve System. In the judgment of people best 
qualified to judge of banking policies, both in 
this country and abroad, the chief error com- 
mitted in the management of the Federal Re- 
serve system up to this time was in making 
credit too cheap while the government loans 
were being floated and in the year following 
the armistice. This policy was not governed 
by economic conditions, but by a desire to fa- 
cilitate the floating of loans and keep the pub- 
lic in pleasant humor. The public was mis- 
led as to actual conditions and has suffered in 
consequence. Many people have viewed with 
concern that feature of the Federal Reserve sys- 
tem which provides that the members of the 
governing board at Washington shall be ap- 
pointed by the President, and every attempt tc 
make capital for or against any political party 
from the policies of the system increases that 
concern. If the Federal Reserve system is to 
be involved in every Presidential election and 
the policies of the Reserve Board are to be 
directed with a view to carrying the next elec- 
tion, the usefulness of the system will be very 
greatly impaired. The recent reductions of 
discount rates by the Reserve banks have been 
made possible by a lessened strain on the sys- 
tem, and do not signify a reversal of policy. 


Foreign Credits 


Bills are pending before the Congress for 
several measures intended to provide for the 
flotation of securities based upon credits which 
represent exportation of American products, 
particularly of the farm. They are strongly 
backed by the Senators and Representatives 
from the states where agriculture is the domi- 





nant industry. Under ordinary conditions 
there would be no occasion for such legisla- 
tion, and we would regard it an undesirable 
innovation, but present conditions in foreign 
trade are extraordinary. It is impossible for 
Europe to buy our products as it would like to 
do except upon credit, our home markets are 
congested with a surplus and all business is 
depressed in consequence. 

There is difficulty in enlisting private capital 
in the sums needed, because European credit, 
in view of the existing state of politics and 
industry over there, does not make a strong 
appeal to private investors. There is undeni- 
ably more risk in dealings with Europe now 
than in normal times. Ordinarily the export 
business on our staple commodities is handled 
on a very small margin of profit, but the trad- 
ers expect to get cash on delivery of the ship- 
ping documents. Traders cannot sell grain, 
cotton and meats on credits. There is a public 
interest in having these exports go on, but 
that argument is not effective in an appeal to 
individual investors. It is, however, a valid 
argument in favor of the use of government 
credit. The British Government has appro- 
priated approximately $100,000,000 for a guar- 
anty of export credits, upon the theory that 
the general interest warrants it in making 
this effort to get business moving. It does 
not guarantee foreign credits in full, but up to 
85 per cent of actual sale values. 


War Finance Corporation 


In the War Finance Corporation the United 
States Government has an organization which 
with some enlargement of its authority is as 
well calculated to handle such business as any 
that can be devised, and at slight additional 
expense. It therefore seems that any further 
activities should be,through it. In seeking to 
enlarge its activities it is well to understand 
clearly why it has not done more business in 
the past. That has been because it was re- 
stricted in operations to advances upon credits 
guaranteed by banking corporations. No 
scheme that contemplates such endorsements 
by commercial banks will amount to anything. 
Banks that are dependent for their resources 
upon deposits payable on demand, or within 
a short time, cannot safely tie those deposits 
up in long term credits to Europe, even though 
they can obtain advances against them. The 
liability is still there, and the foreign credits 
when due may have to be renewed in whole or 
in part. Banking institutions organized under 
the Edge Act and obtaining capital from in- 
vestors can comply with such terms, but few 
of them as yet have been organized, and it is 
doubtful if a very considerable amount of capi- 
tal can be provided in that way. 

If it is the will.of the Congress to go farther 
and put it in the power of the War Finance 


Corporation to handle an important amount of 
exports, the Corporation must be authorized to 
assume the unavoidable risks. It should be 
authorized to receive foreign government 
bonds, or other security in its discretion. Al+ 
though it is desirable to trade with private 
parties rather than with governments it may 
be desirable to have both private and govern- 
ment credit pledged in some instances.’ The 
total volume of business should be limited but 
within those limits much will have to be left 
to the judgment of the management, if any- 
thing is to be accomplished. 


Table of Exchange Rates 


Following is a table of exchanges for the 
month of July: % 
Ratein Ratein Change of De- 
cents cents from _preci- 

Normal July 27 June27 Par 
-8900 8825 
0126 -0135 
-0408 -0595 
0751 -0805 
0772 .0807 
England . 3.5750 3.76 
Switzerland .. . -1640 -1700 
z 8058 8315 
-1510 -1705 
-1280 -1450 
-2080 -2245 
-1930 1272 -1320 
-9648 -6575 -6850 
-4850 -4800 


Argentina .... 


Improvement in Europe. 





Notwithstanding much that is discouraging 
in the European situation the balance is on the 
other side. The outlook is better than at any 
time since the war and has improved very 
much in recent months. There is steady im- 
provement in physical conditions. In France 
the railroads have been completely restored, 
and this is true of the highways and canals. 
The farming land is 98 per cent restored to 
crop-bearing condition, although probably not 
fully up to pre-war state of cultivation. The 
industrial districts of France are restored to 
more than 50 per cent of pre-war capacity. 
All over Europe conditions are better. 
Transportation facilities are better, coal 
production is better, the industries are all 
slowly recovering. All Europe has suffered 
this year from extraordinary drought, but the 
fall sown grain seems to have stood it very 
well. Grass and root crops have suffered, 


Decline of Revolutionary Spirit 


The greatest gain has been in the spirit of 
industry and social order. The revolutionary 
spirit is fast disappearing. The revolutionary 
element has had its day; it made the most of 
the confusion following the war, of govern- 
ment management in industry, government 
doles, and the vague though generous senti- 
ment for a new order of society. The people 
are tired of agitation and of being “fed up” on 
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idealistic theories, conceived without any working 
knowledge of real conditions. Government man- 
agement of industry is everywhere discredited, 
and the people are turning back with a feeling 
of relief to the old ways and miethods by which 
they know how to get things done. 

Perhaps the greatest influence of all has been 
that which has come from the calamitous fail- 
ure of the Socialist revolution in Russia. A 
knowledge of conditions in Russia pervades all 
Europe. The labor organizations have not 
trusted to newspaper information but have 
sent delegations of their own to Russia to learn 
the truth, and the reports have satisfied them 
that however much. they may be dissatisfied 
with what they call the capitalist management 
of industry, they have nothing to gain by 
exchanging it for the state of things existing 
in Russia. 

This information has had a far-reaching ef- 
fect upon the temper and policies of organized 
labor. It has tended to restore the authority 
of the old leaders, which for a time was shaken 
by the more aggressive and radical aspirants 
for power who came to the front. 

This change is a fundamental one. It 1s 
the most important thing that could have hap- 
pened for the improvement of the situation, 
because no recovery could take place unless 
the stability of society was assured. It af- 
fords a basis for credit and encouragement to 
enterprise. 

Great Britain 

The labor situation in England, which was 
so menacing in April, when a general strike 
was threatened, has cleared away remarkably. 
The miners made a stubborn stand, but re- 
markably free from violence considering the 
number of men and high state of feeling. They 
exhausted their strike funds and large contri- 
butions to it by other labor organizations, but 
finally abandoned their contentions for nation- 
alization, a pooling of all the mining districts, 
and all radical changes, and went back to 
work at reduced wages. Wage reductions have 
been accepted in the textile industries, steel 
and iron industry, engineering and machinists 
trades, and in many lines. The railroad em- 
ployes are working on a sliding scale by which 
wages come down automatically with the de- 
cline of prices of certain staple commodities. 
A more peaceful and settled feeling pervades 
the situation. Trade is poor and there is much 
unemployment, but there is confidence that 
when the necessary readjustments are made a 
trade revival will set in. 


France 
Industrial conditions in France are quiet. 
Wages and prices are falling, and there is no 
serious labor trouble at this time. Foreign trade, 
which has been heavily against France in re- 
cent years, in the first five months of 1921 


showed a balance of exports over imports 
amounting to 410,487,000 francs. The national 
budget has not been brought into balance, and 
revenues for the current year are running be- 
low the official estimates, owing to the con- 
traction of trade, but the Treasury has been 
able to raise money by internal loans to meet 
its requirements, including large sums for 
reconstruction purposes. It is officially stated 
that 27,000,000,000 francs, at the old par of 
exchange over $5,000,000,000, has been ex- 
pended by the national government upon re- 
construction since the armistice. In view of 
this it signifies much to say that the paper 
money circulation has not increased in the 
past year. It means that the expenditures 
have been met out of the savings of France, 
although not out of the current revenues of 
the government. 

The great task which confronts France, and 
calls for the highest courage in the face of 
depressed industrial conditions, is that of pro- 
viding homes for the population in the devas- 
tated region. The government has wisely di- 
rected its efforts first to restoring the condi- 
tions necessary for the revival of industry, in 
order that the people might become self-sup- 
porting. After nearly three years since fight- 
ing ceased the people are still living by hun- 
dreds of thousands under improvised shelter. 
This condition is keenly felt by all France, and 
the utmost effort will be made to push the 
housing program. 


German Assistance in Reconstruction 


A very important conference took place in 
June at Wiesbaden between M. Loucheur, the 
French minister of reconstruction, and Dr. 
Rathenau, German minister of corresponding 
functions, to consider what might be done in 
the way of having Germany participate di- 
rectly or by supplying materials in the 
work of house-building. This evidently is 
a very important matter, as whatever Ger- 
many can deliver directly to France will help 
to simplify the world trade problem which is 
involved in the undertaking by Germany to 
export of billions’ of dollars worth of products 
in excess of her imports. 

The meeting between the ministers seems to 
have been successful, each expressing himselt 
highly pleased with the attitude of the other, 
and although many details are yet to be ar- 
ranged, it is probable that Germany will sup- 
ply a large part of the building materials re- 
quired for the housing campaign. 

A serious difficulty, however, arisés in the 
development of this program, from the fact 
that France is entitled to only 52 per cent of 
the total annual reparation payments, and 
these payments are to be spread over about 
thirty years. France wants the houses built 


quickly, within the next two or three years 











at the utmost. Even if Germany wished to 
anticipate the regular annual payments to 
France, some arrangement with the other al- 
lies would have to be made to permit France 
to receive more than her quota. Because of 
the urgent need for expediting the building 
campaign, France would like to raise money 
on the German reparation bonds. 


Speech by Dr. Rathenau 

Dr. Rathenau, who is the head of one of the 
great electrical industries of Germany and 
was the German minister of industry during 
the war, in a speech before a body of German 
business men, is reported by the Berlin Tage- 
blatt as describing the meeting with M. Louch- 
eur in part as follows: 


We consider that such important questions cannot 
be discussed without the various parties meeting 
and examining the economic and technical aspects 
of the problem together, but public opinion in France 
and in some other countries is still divided on this 
point. A certain number of newspapers, especially 
economic and political ones, are still of the opinion 
that the best methods are brutal coercion and politi- 
cal pressure rather than impartial investigation. The 
French Minister for the Liberated Areas gave proof of 
great political wisdom when he resolved to go to 
Wiesbaden to carry on personal negotiations, anda 
there are those in France who have vehemently criti- 
cized his action. The negotiations lasted two days 
and were carried on entirely correctly, both sides 


fairly facing the difficult problems as_ they 
arose. The programme of the negotiations was as 
follows: the first day was to be devoted to general 


problems, the second to discussions of questions of 
detail with the collaboration of the experts. After 
the first day this programme was modified and the 
second day entirely devoted to the discussion of the 
general questions of which I have just given you a 
rough sketch. M. Loucheur and I met as man to 
man just like two business men or two experts. 

I had every opportunity in the course of these in- 
terviews to appreciate the fairness with which M. 
Loucheur represented the interests of his country, 
and I am glad to have met a man who, like my- 
self, intends to deal dispassionately and without 
prejudice with these great problems, although he 
fully realizes all that his country has a right to de- 
mand from us and is not prepared to waive any of it. 
That is the French side of the question. 

In discussing the problem of reparation we must 
take the view that our first duty is to see 
how many payments in gold or currencies can 
be converted into payments in kind. You al- 
ready know that attention has been given to 
@ number of contracts to be placed in Germany 
for restoration work. The first order is for a certain 
number of wooden houses, estimated originally at 
25,000 and which may reach that figure later; the 
negotiations however concern a much smaller num- 
ber, about 5,000. The Commission appointed by 
France is making a circular tour in Germany to see 
models and it is possible that orders will be given 
later. No agreement has yet been arrived at in re- 
gard to the price. We must not exaggerate the im- 
portance of this first order which constitutes a sort 
of experiment. This order will cost about 10 to 12 
million gold marks at the maximum, and will there- 
fore not seem a very large one to an industrial con- 
cern of any importance, nor make much difference to 
Germany as a whole. 

If we are to succeed, in the course of the private 
negotiations which are now to be instituted, in solv- 
ing the problems I have just mentioned to you, it 
will be necessary to set up a body to be entrusted 
with the duty of grouping and impartially distributing 
the contracts given by France. We must not under- 
estimate the importance of this question. There are 


ee people who have suffered loss in the devas- 


areas who must be given the opportunity to 





make known in what measure they wish ‘to make 
use of the services of Germany, and a body must 
be set up in Germany to meet legitimate requests 
addressed to us by the different areas for co-opera- 
tion in the work of reconstruction and by the dif- 
ferent trades, all having an equal right to profit on 
the orders. Both manufacturers and agriculturists 
have the right to expect to receive orders, but the 
various trades may also bid for them, and the syndi- 
cates have a right to examine in detail the problems 
which arise and to take part in discussions on the 
supplying of German labor. 

The idea, a perfectly reasonable one in itself, of 
entrusting the professional groups with the duty of 
delivering supplies and the district groups with that 
of distributing the orders amongst the various 
regions, has now been realized, but we cannot yet say 
that it has been proved that this work has hitherto 
been done by these organizations as promptly and 
as surely as it will have to be done in the future, if 
these large orders are to be given to Germany. In 
many cases unjustifiably high prices have been asked, 
and in other cases the professional groups have re- 
jected proposals where the prices suggested have been 
inferior to their own. These are all very difficult 
questions to deal with. 

I cannot today, gentlemen, go at length into the 
question of the forms of the organizations which must 
be set up, but I can say, with all due respect to those 
who worked so well for Germany during the war, 
that I will have nothing resembling any of the war 
time organizations. I know that many will not agree 
with me here, but it is impossible to please every- 
body. The first conditions which must be fulfilled by 
any organization are regular functioning and an 
equitable distribution of profits, which shall eliminate 
all possibility of a fresh class of profiteers which we 
might call “reparation profiteers” springing up. 


This conference has been one of the most 
hopeful of recent developments in Europe. The 
attitude of both ministers seems to have been 
that of business men who were agreed upon 
a situation and had set out upon a practical 
policy for dealing with it. 


Germany 


Conditions in Germany are disturbed by the 
situation in Silesia. The present cabinet has 
had to take the responsibility of accepting the 
allied ultimatum and it might not be able to 
stand an adverse decision as to Silesia. There 
is general confidence in Europe in the honest 
purposes of the present cabinet. It is believed 
to be actuated by a sincere desire to build up 
a new Germany, democratic in. spirit and free 
from militaristic ambitions. It goes without 
saying that it does not in these purposes rep- 
resent all of Germany, for that is not to be 
expected, but it is entitled to respect and the 
allies may well consider the advantages to be 
gained by policies which will enable this kind 
of a government to gather strength to itself 
in Germany. 

The provisions of the treaty which bases the 
indemnity payment in part upon the volume of 
German exports is very unsatisfactory in Ger- 
many. It is said that the influence will be to 
injuriously restrict Germany’s foreign trade, 
particularly with nearby countries. Thus it 
may be advantageous to import coal into east- 
ern Germany from Poland and export coal 
from south Germany to France, Switzerland, 
Holland, etc., but 26 per cent of the value 
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of all exports must be paid as indemnity. Dr. 
Rathenau, in the address referred to above, 
referred to this 26 per cent levy in the follow- 
ing terms: 

The second part of our task will consist in trying 
to replace the index of 26 per cent by some other ar- 
rangement. The ultimatum itself implies the pos- 
sibility of such a change, and I consider that it is 
becoming more and more obvious both at home and 
abroad that the present index of 26 per cent on the 
total value of German exports is not a satisfactory 
criterion, either from our own point of view, as it 
would constitute a great hindrance to our export 
trade and would be in the nature of a prohibitive 
measure, or from the point of view of the Allies as it 
would have the effect of depreciating the value of the 
bonds possessed by France, and it would be difficult 
to interest the international money market in bonds 
resting on an index of this kind, which would entail 
a dangerous element in the export policy of the 
country. 

This index will injure Germany’s credit; foreign 
countries will surely say: What will eventually hap- 
pen to a country threatened with a punishment which 
is to be harsher in proportion as its foreign trade 
becomes more extensive? It is very clear that sub- 
sequent German Governments may take up a very 
different attitude in the face of this new and diffi- 
cult problem from that taken up by the present one. 
One Cabinet may say: In spite of the index we wish 
to encourage our export trade. But another Govern- 
ment may come afterwards which will say: On ac- 
count of this index we wish to try and limit Ger- 
many’s economic activities to the home market. 
Such variations of policy would be hurtful, not only 
to Germany but also to her neighbors, and especially 
to those countries which are receiving the indemnity. 
I consider for these reasons that the 26 per cent 
index is one which all parties will find very difficult 
to apply and that it should therefore be replaced by 
some other index. 


The industries of Germany, from all ac- 
counts are in better condition that those of 
any other country in Europe, although there is 
a tendency in all other countries to overstate 
the situation and the advantages of Germany’s 
low exchange rate. All of the industries are 
not prosperous, and reports that works are 
running ten and twelve hours per day are in- 
correct. More than eight hours’ work per day 
is forbidden by law, one of the reasons for it 
being to assure a distribution of work to all, 
which would not be an argument if there was 
plenty of work. 


The German Labor and Wage Situation 


A well-informed writer in a recent number 
of the London Economist discusses at some 
length the labor situation in Germany and the 
tendency of wages. He throws light upon a 
subject very generally misunderstood. He 
says, in part: 


The underlying assumption that throughout a long 
term of years German cheapness, which is a vagary 
of the incalculable foreign exchanges, will prevail, is 
not justified by observation, any more than it is by 
economic theory. German gold prices, as I showed 
last week, have been overtaking the higher gold 
prices of the gold exchange countries. German nom- 
inal prices (commodities) are today almost exactly 
the same as they were in February, 1920, when the 
dollar exchange touched 104 marks; the dollar is to- 
day 69; and in the meantime the gold prices of the 
United States have fallen to about half their maxi- 
mum. The belief that the German workman works 
for long hours is mistaken. He works for eight 


hours, in coal mines for seven hours; if a bill already 
submitted is passed he will work in all mines for 
seven hours, and last year in the Ruhr mines a gen- 
eral strike was. threatened in favor of six hours. 
The assumption that German workmen work, and 
will work, for extremely low wages is based on con- 
fusion between nominal wages, gold wages, and real 
wages. German gold wages are very low. The Ger- 
man real wage, the only wage that comes into ac- 
count in considering working-class “content,” and 
“apparent acquiescence,” is not low. It is consider- 
ably higher than before the war. The cost of living 
index (Statistical Bureau’s) is 880; the Wages Index 
(Frankfurter Zeitung’s) is 1,132; in other words, real 
wages are 30 per cent higher than before the war. 
Further German workmen show the same persistency 
as British or American workmen in pushing up or 
keeping up wages. Between January, 1920, and 
April, 1921, the cost of living in Germany rose 50 
per cent, whereas nominal wages, always as the re- 
sult of agitation, rose 120 per cent; so that the pres- 
ent movement is altogether for a higher real wage. 
Naturally, in foreign trade competition it is not real 
wages, or nominal wages, but gold wages that count. 
But the German nominal cost of living is kept at its 
present level only by price-restriction and food-sub- 
sidizing. This is no permanent system; a great part 
of it has been abolished, and the rest is to be abol- 
ished; and should the cost of living in consequence 
rise there is no doubt that workmen will demand 
higher wages as they did when cost of living was 
rising in 1920; and this, given a stable exchange, 
will mean a rise in gold wages. A new vagary of 
the exchanges (and the mark exchange in three 
months of 1920 rose 200 per cent) may upset all these 
calculations, so that calculations for 40 years ahead 
based on a present exchange level are not convincing. 
In fact, it is not easy to see how the reparations pay- 
ments can be made unless the German workman does 
consent to work long hours for low wages; the diffi- 
culty is that German workmen show no consciousness 
of the necessity. The practicability of the plan to 
compel Germany to pay in certain kinds of goods 
which do not compete with British industry is doubt- 
ful. The coal output of Germany cannot be rapidly 
increased; for two years the attempts made have 
for labor and technical reasons, failed; potash is not 
being bought by America, the chief former customer, 
because it is already too dear, and France, the chief 
reparations claimant, is herself exporting potash; and 
the sugar abundance which Mr. McKenna points to 
does not exist. 


The finances of the German Government are 
still in bad shape, with the volume of currency 
increasing, but too much emphasis should not 
be placed upon this. There is reason to believe 
that the situation is not so far out of hand as 
may appear, and that by doing away with 
food subsidies, placing the railroads on a self- 
supporting basis and other reforms the situa- 
tion may be rapidly improved. 

The crops in Germany this year are very 
good, which will permit a reduction in food 
importations. 


Cattle Loans. ‘ 





Organization of the cattle loan pool, to 
which Eastern and Western bankers are con- 
tributing jointly $50,000,000, has been defi- 
nitely completed and the pool has already be- 


gun to make loans. Reports from the South- 
west indicate that the plan is meeting with 
favorable reception on the part of cattlemen, 
and that the funds thus provided will do much 
to relieve the desperate situation which cattle 
growers have been facing during recent 
months. Operation of the pool is also expected 
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to be of assistance to many banks in the cattle 

country, in that the new funds thus provided 

will make possible, in many cases more grad- 
ual liquidation of previous obligations. 

Steps have been taken to make negotiation 
of a loan from the pool as simple as possible. 
Applications are made through local cattle loan 
companies or banks, and the deciding factor 
in determining the percentage to be loaned 
against a given herd is governed, as is usual 
in such cases, by the individual’s credit stand- 
ing in his own community, and by his probable 
ability to meet his obligations as they mature. 
Loans are being made on a six months basis 
so that the paper will be rediscountable at the 
Federal Reserve Banks, but may be renewed up 
to a maximum of 30 months. 

Correspondents of The National City Bank 
in the Southwest inform us that Mexico is now 
taking large numbers of American cattle, both 
for slaughter and to replenish breeding herds. 
Since our own breeding herds constitute the 
foundation of the cattle industry in America, 
one of the foremost purposes of the cattle loan 
pool will be to aid in preventing their further 
depletion here. 


The Bond Market. 





At the beginning of this month a definite 
improvement in the bond market was notice- 
able, and the demand for industrial, railroad 
and public utility, and especially state and 


municipal, bonds continued to _ increase 
throughout the month. This change in senti- 
ment is attributed partly to the continued lack 
of new corporate financing during the previ- 
ous month as against a large amount of funds 
seeking investment as a result of July 1st divi- 
dend and interest payments and the general 
easing in the rates for money. July ended 
with a very strong market, an advance of ap- 
proximately one per cent being noticeable in 
the case of some of the better known and more 
active issues. 

During the latter part of the month North- 
ern Pacific 6s sold up to 100, Great Northern 
%s up to 100, and Chicago, Burlington & 
Quincy Joint 614s up to 100%, compared with 
the price of 96% at which these bonds were 
originally offered in the latter part of April. 

On July 21 the syndicate managers for the 
$100,000,000 Republic of France 7% per cent 
bonds announced the entire issue had been 
sold, and there are many indications that the 
supply of bonds in the hands of dealers is very 
small. 

A number of new railroads and corporate 
offerings were made during the month, and in 
practically all cases it was reported that the 
entire issues were quickly absorbed, and in 
many instances the securities were later in 
demand at higher than the original offering 
prices. 


Corporate Issues for the Month 


Following is a list of the more importafit 
new corporate issues offered during the 
month: 


$25,000,000 Canadian Northern Ry. 25 yr. 64% S. 

Gold Debenture Bonds, at 96% and aoe 
est, to yield about 6.80%. 

6,000,000 Commonwealth Edison Co. (Chicago) 6% 
lst Mtge. Bonds, due 1943, at 91% and 
int., to yield approximately 6%%. 

7,000,000 Rochester Gas & Elec. Corp. Genl. Mtge. 
25-yr. 7% Gold Bonds, Series B, at 96 and 
int., to yield about 7.35%. 

3,500,000 Salt’s Textile Mfg. Co., Bridgeport, Conn., 
ist Mtge. l5-yr. 8% S. F. Gold Bonds, at 
99% and int., to yield over 8%. 

8,000,000 Illinois Central R. R. 15-yr. 6%% Secured 
Gold Bonds, at 97% and int., to yield about 


6.80%. 

4,987,000 American Dock & Improvement Co. Ist 
mtge. Extended 6% Bonds of 1881, due 
rin 1936, at 97% and int., to yield over 

6.25%. 

6,000,000 Commonwealth Edison Co. Ist mtge. 6% 
Gold Bonds of 1908, due June 1, 1043, at 
91% and int., yielding about 6%%. 

5,000,000 (Edward) Hines Associated Lumber Inter- 
ests lst Mtge. 8% Serial Gold Bonds, due 
July 1, 1924-35, at par and int. 

4,000,000 Atlas Powder Co. 15-yr. 74% Conv. Gold 
Bonds, at 96% and int., to yield 7.90%. 

4,000,000 Constantin Refining Co., Tulsa, Okla., 1st 
mtge. S. F. 8% Bonds due June 1, 1922- 
26, at par and int. 

6,000,000 Jacob Dold Packing Co. 6%% Cumulative 
Preferred stock at par. 

4,000,000 Detroit United Ry. lst mtge. 8% S. F. Gold 
Bonds, due part Aug. 1, 1922 and part Aug. 
1, 1941, at 99%, to yield 8.50% for one-year 
bonds and 99, to yield 8.10% for 20-yr. 
bonds. 

5,569,000 Detroit Edison Co. 6% 1st and Ref. Mtge. 
Gold Bonds, due July 1, 1940, at 88 and 
int., yielding over 7.15%. 


Municipal Securities 


The outstanding feature of the July bond 
market was the keen competition among deal- 
ers to purchase at advancing prices the very 
large number of important state and munici- 
pal issues which were reported as having been 
quickly distributed among investors, savings 
banks and insurance companies. Some of the 
large issues were: 


$1,502,000 Province of New Brunswick 6% Bonds, on 
a basis of about 6.17%. 

4,277,000 Baltimore, Md. 5% Stock, on a basis of 
about 6.13%. 

1,500,000 State of Oregon 5%% State Highway 
Bonds, on a basis of about 5.71%. 

1,000,000 Govt. of Porto Rico 44%% Public Improve- 
ment Bonds of 1920, at a price to yield 
slightly over 5.20%. 

3,000,000 State of Washington Genl. Fund Bonds, 
on a basis of about 5.83% for 6s, with op- 
tion on the remainder until Sept. 1 as 
5%s on a basis of about 5.74%. 

1,800,000 State of Wyoming 5% Highway Bonds at 


par. 

4,878,000 State of California 5%% Highway Bonds 
at price to yield from 5.75% to 5.40%, ac- 
cording to maturity. 

10,000,000 State of Micihgan 5%% Bonds, on a basis 
of about 5.71%. 
2,250,000 Newark, Saas J. 5%% Bonds, on a basis of 


about 5.4 

5,000,000 Philadelphia, Pa. 5%% Bonds, on a basis 
of about 5.207. 

5,000,000 mee. of Ontario 6 % Debentures, at 


827. 
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Their Present Relations—Credits—Debts—Reparation Payments—Common Interests—Address Before 
the International Chamber of Commerce, London, June 29, 1921. 


The International Chamber of Commerce is 
an outgrowth of the International Congress 
held in the United States in 1919, when Cham- 
bers of Commerce over the world were invited 
by the Chamber of Commerce of the United 
States to send delegates to this country for a 
conference upon matters of common concern, 
and particularly the problems arising from the 
war. 

A second Congress was held in Paris in 
1920, at which time the International Chamber 
of Commerce was formally organized, with M. 
Etienne Clementel, Minister of Commerce in 
the Cabinet of the French Government, as 
President; M. Edourd Dolleans, of Paris, as 
Secretary, and a Board of Directors made 
up of prominent business men resident in nine 
countries. The International headquarters are 
at 33 Rue Jean Goujon, Paris, in a building 
provided by the French Government. 

The Third Congress was held in London, 
June 27-July 2, this year, with an attendance 
of about 1,000, representing Chambers of Con- 
gress in seventeen countries. To facilitate 
discussion of the numerous matters under con- 
sideration the delegates met in sections, and 
on June 29 the section upon Finance having 
under consideration the subject of “Export 
Credits,” George -E. Roberts, Vice-President 
of The National City Bank of New York, on 
behalf of the delegation from the United 
States, addressed the body as follows: 


Address of Mr. Roberts of the American Delegation 


Mr. Chairman and Gentlemen: 

In view of the interest that has been mani- 
fested by many delegates the economic 
position of the United States, and its ability 
and disposition to create credits in the present 
world situation, it has been thought well by 
the American delegation that a somewhat de- 
tailed statement should be made in their be- 
half upon the subject. 


The American delegation has come to this 
meeting with a very profound sense of the 
gravity of existing industrial and social con- 
ditions over the world, and of the need for 
international co-operation in dealing with 
them. The United States in common with all 
other countries is suffering from the disor- 
ganization of industry and the exchanges 
which has resulted from the war, and fully 
realizes the importance of restoring trade 
relations between countries. 

There has come to all peoples in this period 
of depression a clearer understanding than 
they ever had before of their mutual interests 
and dependence. The world. had developed 


before the war a very highly organized system 
of production and exchange. It was a vast co- 
operative, voluntary, system which had grown 
up so gradually, and by the contributions of 
so many people, that we scarcely understood 
either the extent of our interdependence or 
how it came to be. There was little general 
comprehension of the economic principles un- 
derlying and governing these relations. Few 
people thought enough about them to appre- 
ciate the gains that accrued to all classes, for 
example, from a common standard of value. 
from the interlocking banking systems of all 
countries, from the development of specialized 
ability in industry and in trade, and from mod- 
ern facilities of communication and transpor- 
tation—all tending as they did, to improve the 
living conditions of the populaton everywhere. 


This system of interchange of products and 
services was interrupted and in part broken 
down by the war. Then, with the exchange of 
goods in large degree stopped, difficulties de- 
veloped about making payments even for the 
shipments that were made. And, finally, the 
enormous inflation of currency in the form of 
lawful money or bank credit, varying in the 
different countries, compelled a general sus- 
pension of gold payments and abandonment for 
the time being of the gold standard as a com- 
mon measure of values, and has made the 
state of confusion in some quarters almost 
hopelessly complete. 


Unsettlement of the Social Order 


Unfortunately this is not all or even the 
worst of the difficulties. The most serious have 
arisen from the general unsettlement of the 
social order. There always has been, and in 
a progressive society inevitably will be, more 
or less social discontent, but the interruption 
of regular industry during the war, the rise in 
terms of money of the cost of living, and the 
emergency pressure which constrained gov- 
ernments to satisfy every demand—all tended 
to develop discontent and to encourage the be- 
lief that radical changes in social conditions 
were possible. The effect has been to confuse 
and unsettle the minds and impair the effi- 
ciency of millions of people. At a time when 
the world has needed production more than 
ever before, the hours of labor have been uni- 
versally shortened, and production reduced in 
even greater proportion. Wages and costs 
have been forced up until value-relationships 
throughout industry are dislocated, and the 
exchange of goods and services thus made 
more difficult. Attempts to put the entire bur- 
den of heavy taxation upon capital, and to 
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force a greater distribution of wealth for cur- 
rent consumption, tend to reduce the amount 
of capital available for permanent improve- 
ments at the very time when investments of 
this kind are necessary to make good the 
deficit of the war time. And, finally, the agi- 
tation against property-rights tends to impair 
confidence and credit and to cripple enterprise. 
The combined effect of these demoralizing in- 
fluences is to produce stagnation and unem- 
ployment, ‘and to delay recovery from the 
state of disorganization and distress resulting 
primarily from the war. 


Normal Trade and Industrial Relations Must Be 
Restored 


The world must restore the old state of co- 
operation which existed before the war as be- 
tween classes and occupations within each 
country and between countries. The compen- 
sation of workers in the different industries 
must be brought back into normal relations, in 
order that the exchange of products and serv- 
ices may goon. In the United States approxi- 
mately one-half of the population are engaged 
in producing foodstuffs and raw materials, a 
considerable share of which must be exported 
and sold in world markets. These products 
have fallen to pre-war prices or below, while 
the products of the town industries, held up 
by labor-costs and understandings of various 
kinds, have undergone comparatively slight 
reductions. The result is that the producers 
of agricultural products and raw materials are 
unable to buy more than about one-half as 
much of the products of the town industries 
as when all products were on a common level 
of value. There can be no revival of pros- 
perity until a readjustment of these relations 
is accomplished. 


And so there must be a resumption of trade 


relations between countries. The United 
States is a country of varied natural resources, 
and as well constituted to live within itself 
as any other country. Normally our foreign 
trade does not exceed 10 per cent of our total 
trade, but we see that the demoralization of 
our foreign trade has prostrated the entire 
domestic business as well. 


We need to restore the old relationships 
everywhere, to open the old channels of dis- 
tribution and old sources of supply. We don’t 
want to go all over again through the slow 
processes of growth and organization. We 
don’t want to take time to make ourselves 
self-supporting in every country. We don’t 
want to take time to find new customers, to 
learn new trades, to equip with new machin- 
ery, and to redistribute the population in new 
occupations. We want to start up the old 
machinery, tie up the severed relationships and 
go on as before. 


This means that each country in studying 
to help itself must study the world situation. 
The purchasing power of every country is in 
its own powers of production. Every country 
must have its own people employed; it must 
produce and sell somewhere in order to buy. 
The trade of the world must balance and clear 
itself in order to have prosperity. In short, we 
must set up the whole world machine in order 
to get our own part of it into running. 


Fundamental Conditions of International 
Cooperation 


The problem of restoring international trade 
divides itself into accomplishing those things 
which a nation must do for itself and those 
things in which the nations must act together. 
In the present disorganized state of trade there 
is greater need for the use of credit in getting 
the movement started than in ordinary times, 
while the uncertainties which exist make all 
business more difficult and credit naturally 
harder to obtain. First of all the conditions 
essential to credit is the maintenance of an 
orderly state of society, which includes a 
stable government having the support and 
willing obedience of the people, recognition of 
property rights, general willingness on the 
part of the people to work and maintain an 
effective state of industry. These are the 
foundations of credit everywhere; and the 
more clearly it appears that they are under- 
stood and the benefits thereof recognized by 
all classes, the better the credit of a people 
will be. 

The current regular expenditures of the Gov- 
ernments should be met by taxation, as laid 
down in the admirable declarations of the 
Brussels Financial Conference. If the ability 
to pay taxes is low, there should be unhesi- 
tating courage to reduce expenditures corre- 
spondingly. The people must he brouglit to 2 
realization of the necessity of paying their 
way, and of the futility of such expedients as 
printing currency to meet Treasury deficits. In 
short, every effort should be made to get in- 
dustry and trade back upon a sound and nor- 
mal basis. Subsidies and regulations hamper- 
ing business, originally arising from war con- 
ditions, should be done away with? 

In addition to these basic conditions it may 
be desirable that in some countries there shall 
be a mobilization of resources, upon the general 
theory embodied in the ter Meulen plan, for 
the purpose of creating the highest form of 
credit obtainable under existing conditions. 

When these things have been’done on the 
side of the nations desiring to import goods 
and to obtain credit, the responsibility for a 
revival of trade will be shifted to the nations 
having a surplus of products for export, and 
which are the accustomed source of materials 
and supplies. When the countries which have 





a natural deficiency of supplies for the sus- 
tenance of their population and the operation 
of their industries have done all that it is in 
their power to do, the exporting countries 
blessed with a wealth of natural resources 
must somehow find a way to do their part. 
The common obligations of humanity demand 
it, and their own interests require it. They 
will never see prosperity in their own streets 
until they do it. 


Position of the United States of America 


The delegation from the United States are 
deeply impressed with the responsibility of 
their own country in this connection. They 
recognize that its responsibilities are com- 
mensurate with its resources and ability to 
give aid. 

The potential resources of the United States 
are very great, indeed, both in natural sup- 
plies and productive capacity. It has a large 
surplus of foodstuffs, great capacity for pro- 
ducing raw materials, and the facilities for 
mass production of manufacture in many lines, 
especially in steel and industrial and railroad 
equipment. In fact the variety and capacity 


of our industries are such that our perplexity 
in world trade is in determining what we are 
willing to take in exchange for the things we 
are anxious to sell. 


In brief, we have the ability, measured by 


productive capacity, to supply the world with 
a great amount of ‘capital in the form of our 
products, but there are difficulties in connec- 
tion with doing so which we would like you to 
understand. 


This ability to produce goods and mate- 
rials, as you know, is private ability. The pro- 
duction is by private enterprise and privately- 
owned works. The companies and individuals 
conducting the operations cannot sell the 
products around the world on credit. The 
farmer must be paid for his crop, because he 
must have the means of paying his own op- 
erating and living expenses. The manufac- 
turer must be paid for his goods because he 
requires all but a small part of the proceeds to 
pay his own wage-workers and meet other 
operating expenses. 

In ordinary times the movement and distri- 
bution of goods from producers to consumers 
is handled by the traders, with the aid of the 
banks and financial houses, and it is accom- 
plished largely by the clearing process—a sys- 
tem by which the stream of goods moving 
one way is offset against the stream moving 
the other way, and the trade is made virtually 
to settle itself. Now the balance for the time 
being is lost, and the problem is to restore it. 
Temporarily an extraordinary amount of credit 
must be used to keep the unbalanced move- 
ment going. 


There must be a general mobilization of 
capital and credit to take these products from 
the producers for cash and sell them where 
they are wanted on credit. A new supply of 
capital and credit must be brought into the 
gap. The ordinary supply of credit is not suf- 
ficient, and the short-time credit afforded by 
the banks is not adapted to the situation. The 
banks are handling temporary funds, the great 
bulk of which are payable on demand. Obvi- 
ously they cannot tie up these funds in ‘rans- 
actions which will have to run for a term ol 
years. 


The Investment Market 


The other recourse is to the investment mar- 
ket. Securities issued by the corporations or 
governments of importing countries, or is- 
sued by American corporations and based upon 
the proposed credits, must be sold to individ- 
uals who have a surplus of funds for invest- 
ment, and we would like you to understand the 
conditions surrounding the investment market 
at this time. 

In the first place while the wealth of United 
States, as shown by census returns, is very 
great, it must be remembered that it is com- 
prised of property spread over a vast extent 
of territory, of widely distributed ownership, 
and consists very largely of real estate, i. e., 
farms and town property. The United States 
is still a new and developing country, and in 
most sections of it the people are accustomed 
to devote their surplus incomes to the exten- 
sion of their own immediate businesses or for 
other local undertakings. The number of peo- 
ple accustomed to invest in securities listed on 
the stock exchanges or offered in the public 
market has always been relatively small. 
The amount of wealth held in the form of se- 
curities is relatively small, and it will not do 
to base expectations about what the country is 
likely to do in the way of buying securities 
upon the wealth reported by the census. It 
takes time for people to acquire the habit of 
investing their money away from home and in 
the custody of others, and particularly to be- 
come used to the idea of making investments 
in foreign countries. Our people distrust their 
own judgment when it comes to investment in 
foreign securities. 

Down to the beginning of the war practi- 
cally no foreign securities ever had been sold 
in the United States; during the war a few 
issues for the allied and neutral governments 
were sold there. Since the armistice something 
over one billion dollars of foreign government 
securities have been sold there. This shows 
that we are making progress in developing a 
world market, but it is a process of growth. 

Down to the outbreak of the war we had 
been accustomed to look to the European 





market for capital for ourselves. It was a 
cheaper and broader market than our own. 


Present Demands Upon the American Market 


It must be remembered that during the war 
our development work was checked by the 
fact that the government loans aggregating 
about $25,000,000,000 swept up the available 
funds, so that now every part of the country 
is in need of capital for local improvements. 
We are needing to build houses, to spend 
large sums upon our railroads and public utili- 
ties, which generally suffered deterioration 
during the war. 

The competition for capital for these pur- 
poses has made interest rates high and the new 
offerings of securities at high rates has had 
the effect of depressing the entire list of out- 
standing securities and stocks, so that they 
yield high returns’ upon present values. 

Other factors in the situation are the high 
rates of taxation and the large amount of se- 
curities that are exempt from taxation. Under 
our political organization the obligations of 
the Federal Government are not subject to lo- 
cal taxation and, reciprocally, the obligations 
of states, municipalities and the lesser sub- 
divisions of government are not subject to Fed- 
eral taxation. The total amount of securities 


wholly exempt now outstanding is estimated 
at approximately $15,000,000,000, and is con- 
stantly being increased by new issues. 


Competition of Tax-Exempt Securities 


_The United States Government issues that 
are totally tax-exempt yield at the present mar- 
ket 334 to 4% per cent., and other federal 
issues 4.60 to 5.60 per cent. Municipal securi- 
ties pay a tax-free income of from 4% per 
cent. in the case of certain choice issues up to 
? per cent. in the case of numerous small 
cities whose credit is not so widely established, 
but is nevertheless perfectly good. 

The presence of this large body of tax- 
exempt securities has the effect of practically 
eliminating investors of high incomes as buy- 
ers of securities subject to taxation. To an 
individual with an income subject to our maxi- 
mum tax, an exempt 4 per cent Federal or Mu- 
nicipal bond yields an equivalent of nearly 15 
per cent. interest. Conversely, a taxable 7 per 
cent. investment such as a real estate mort- 
gage, an industrial or railroad bond, or a for- 
eign government bond, after tax payments ac- 
tually yields less than 2 per cent. This calcu- 
lation is based on Federal taxes only, and there 
is local taxation to be considered besides. Many 
of the States have income taxes, the maximum 
rate in New York State being 3 per cent. 

It should be understood, also, that the Treas- 
ury of the United States faces the necessity of 
doing an extensive amount of financing. 
Within the next two years short-term obliga- 


tions aggregating $7,200,000,000 fall due and 
must be met in the main by refunding opera- 
tions. While it is true that these operations 
will not require borrowing in excess of the 
payments to be made, they will involve an 
increased demand for investment capital, in- 
asmuch as the banking institutions now carry- 
ing short Treasury obligations will avoid the 
long-term obligations into which conversion 
is planned. The public market will be affected 
by the competition of the Treasury for in- 
vestment funds. 


Financial and Industrial Conditions in the United 
States 


We understand that it is a common opinion 
abroad that the wealth of the United States 
was greatly increased by the war, but this is a 
fallacy. The United States was growing in 
wealth before the war, and there is good 
reason for believing that this growth was 
checked rather than stimulated by the war. 
It is true that during the first years and 
before entering the war as a combatant, 
the nominal wealth of the country in- 
creased very rapidly, and the real wealth also 
increased at greater than the normal rate. 
But after the country entered the war its own 
expenditures were very great and the deterio- 
ration of property and loss of normal develop- 
ment was very serious. Moreover, a large part 
of the nominal profits made during the period 
of rising prices has been lost in the period of 
falling prices and the country is now experi- 
encing in idle industries, business depression, 
unemployment and bankruptcies, a reaction 
which is costing an amount that cannot be 
measured. We are paying now the natural 
penalty of abnormal prices and abnormal 
profits, and when we are through with it the 
record is likely to show, as for every other 
such experience, that the balance is in red. We 
have a great body of internal private indebted- 
ness represented in part war-financing, but 
more largely speculation and extravagance in- 
duced by the rise of prices. Our people now 
face the necessity of liquidating this indebted- 
ness with products at low prices and with 
business stagnant and unprofitable. 


High Interest Rates 


These are some of the conditions which we 
would like you to understand in forming your 
judgment upon what the United States has 
done and may be reasonably expected to do in 
the way of financing Europe. You have found 
it necessary to pay high interest rates upon 
your borrowings there; we see the terms com- 
mented upon in European papers as “extor- 
tionate.” But these loans must be offered upon 
the public market and we ask you to consider 
that it is useless to offer large issues in any 
market of the world at less than the current 








rate for good home securities in the same 
market. It is not the fault of the American 
banker that interest rates are high; it is his 
business to give the best advice he can as to 
the requirements of the market, and it is 
enough to say in vindication of his advice in the 
past that the European issues which have been 
placed on the American market heretofore may 
be purchased to-day at an average of practi- 
cally the original issue price. A few are slightly 
above, but more are below. 


Widely Spread Resources and Population of the 
United States 


This statement of conditions in America is 
not made for the purpose of discouragement, 
but in order that there may be a good under- 
standing. The bankers and business men of 
the United States who expect to exert them- 
selves actively to the end that their country 
will come with all the strength it can summon 
to the relief of this world situation, want you 
to understand the conditions with which they 
must deal. The capital which the world needs 
can be largely supplied from the United States ; 
the potentialities are there; but they are scat- 
tered over a great continent and in the hands 
of millions of people whose interest and co- 
operation are necessary. The main body of 
these people live in the interior, back from 
the Atlantic coast, some of them as far west 
of New York as New York is west of London. 
If you should lay the map of the United 
States upon the map of Europe with New 
York upon London, the important city of San 
Francisco would fall somewhere beyond the 
Ural Mountains, over in Asia. 


I mention this only to show that, inevitably, 
these people are more or less provincial in 
their outlook, in the sense that local interests 
dominate. They are remote from Europe, and 
their relations with it are mainly indirect. 
It looks like a long way for them to go to 
invest money ‘which just now they need very 
much in the management of their own affairs. 
It is a question how far an appeal addressed 
to them by the business interests of the eastern 
seaboard will move them, for they do not by 
any means consider the interests of the east- 
ern cities as identical with their own. They 
are a people of high intelligence and will re- 
spond eventually to the necessities of this 
Situation, as they did to the conditions which 
brought America into the war; but nobody 
can speak for them but themselves, and the 
very nature of the situation is such as to pre- 
sent difficulties in obtaining from the whole 
country prompt and co-ordinate action. It 
cannot be done offhand; it depends upon the 
spread of public sentiment over a great area. 
You must take America as she is, and judge 
her by the conditions which make her what 


she is—for the same conditions probably would 
affect any other people in like manner. 


The Reparations. Agreement and Bonds 


America has welcomed the settlement of the 
terms of the Reparations Agreement, and ac- 
cepts the declarations of the German Govern- 
ment of its purpose to pay, as made in good 
faith. 1t believes the terms to be just and that 
they should be strictly carried out, so far as 
they prove to be economically practicable. 
American financiers, however, have viewed 
with some concern the statements emanating 
from several countries to the effect that the 
Reparation Bonds would be offered in the 
United States. From their point of view it 
would be unfortunate to have them introduced 
into that market at least at the present time. 
In the first place they are five per cent bonds, 
and the American market at this time is on an 
eight per cent basis for the best of foreign se- 
curities. There is reason to believe that the 
German bonds would not rank in that class. 
Without raising any question about the Ger- 
man purpose to pay, the undertaking of one 
country to pay so large a sum outside of its 
own borders and in foreign monies must be 
regarded as more or less of an economic ex- 
periment. Its success depends not only on 
the ability of Germany to export goods, but 
upon the willingness of other countries to im- 
port them. It is impossible to say in advance 
what effects such a volume of exports from 
Germany will have upon world markets, or 
what the attitude of countries toward them 
will be. It is not clear even what the attitude 
of the countries receiving indemnity will be 
toward German exports. 


Danger of Spoiling the Market 


Having regard for the low interest rate as 
compared with current rates in the United 
States, and for other features of the situation, 
it is certain that the Reparation Bonds would 
have to be sold at a low price to be moved in 
that market. If anything like a competitive 
situation developed among sellers, with so 
large a possible supply, the market might be 
demoralized. In short, it would be easy under 
the conditions to spoil the market not only for 
these bonds but for foreign offerings gener- 
ally, and seriously interfere with all efforts to 
aid the European situation. Any experienced 
investment banker will confirm the truth of 
this statement. 

American bankers feel that it would be un- 
fortunate to have these bonds offered in a 
market that was not receptive to them, and 
sold at low prices. The countries receiving 
them as indemnity would be disappointed and 
critical of America for what would be regarded 
as extortionate terms, and Germany probably 
would be aggrieved over being compelled to 








pay so much more than was actually realized 
by the recipient countries. In all likelihood it 
would be said on all sides that the United 
States, which professed to want no indemnity 
at all, had found a way to obtain the lion’s 
share. The prospect would seem to be good 
for the United States to get itself thoroughly 
disliked in all quarters. We wish to avoid 
getting into that position. 


The Governmental Indebtedness 


The question of the indebtedness of the Allied 
governments to the Government of the United 
States, amounting in the aggregate to approxi- 
mately $10,000,000,000, is another delicate sub- 
ject which we realize has great interest for 
many of our associates in this International 
Chamber. We are aware that many people 
think that for various reasons there should be 
a cancellation in whole or in part of this in- 
debtedness in connection with a general read- 
justment between the governments that were 
associated in the war. I have not the time to 
review the arguments and no inclination to dis- 
cuss them in a controversial manner. There 
is influential support for the proposal in the 
United States, but candor would compel us to 
say that there is no large body of pronounced 
opinion in favor of it at this time. There is 
not such a body of opinion as would justify 
this delegation in giving any encouragement 
that cancellation will be entertained. It should 
be understood that the executive branch of the 
government of itself has no power to alter the 
conditions laid down in the Act of Congress 
granting authority for the loans. This means 
that nothing can be done except by action of 
the Congress, whose members come directly 
from the people of all sections oi the country, 
and it is quite certain they will not act in a 
matter of so much importance without a defi- 
nite expression of consent and approval by 
their constituents. At present it must be said 
that the American public is not convinced 
either that justice to its late associates requires 
that America should take such action, or that 
the emergency confronting the debtor coun- 
tries is so great as to require cancellation in 
order that they may regain a sound economic 
position. 


‘Public Opinion in the United States 


It is true that when a country has declared 
war its own interests require that it shall use 
every resource at its command to overcome 


the enemy as speedily as possible. Fighting 
alone it will do so, and if it has allies it natu- 
rally will withhold no aid that will make their 
efforts more effective to the common advan- 
tage. This affords a basis for the view that 
each country is impelled in its own behalf to 
make the largest possible contribution, both 
directly and indirectly, and that no other meas- 


ure of the proper contribution of each country 
to the common cause is practicable. But ad- 
mitting that from the day the United States 
entered the war it was necessarily committed 
to the full use of its resources to achieve vic- 
tory, it remains true that in order to under- 
stand the view of the American people as a 
body it is necessary to consider the conditions 
under which they entered the war and their 
habitual attitude toward European political af- 
fairs. They are a great composite people, liv- 
ing a long way from the seat of the conflict. 
That they should be involved in a European 
war came as a great surprise to them. They 
had endeavored to avoid European entangle- 
ments. They did not feel that they had any 
responsibility, historical or otherwise, for the 
war, or that they were as vitally related to it 
as the peoples of Europe. This does not imply 
blame or criticism of any of their associates, 
but simply that they considered themselves 
fortunately placed outside the area of Euro- 
pean controversies and entitled to the immuni- 
ties of their position. They entered the war, 
as they believed, for just and righteous reasons, 
and cheerfully made heavy expenditures of life 
and money upon it, but they have never felt 
that primarily it was their war, or that there 
was any good reason why they should assume 
more than the expenses of their own efforts 
in it. 

That, reasoning may seem superficial and fal- 
lacious to people who view the situation from 
a different position—but again we would re- 
peat that the attitude of the American people 
probably is not different from what would be 
the attitude of any other people under similar 
circumstances. In any event, as fellow-dele- 
gates in this Congress, we feel the respon- 
sibility of describing conditions to you as they 
are, 


Mutual Interests Require Postponement of 
Payments 


On the other hand it does not follow from 
this view that the American people have any 
disposition to pursue a harsh and peremptory 
policy about these loans. They have post- 
poned temporarily the claims for interest pay- 
ments, and at the instance of the present ad- 
ministration a bill has been introduced in the 
Congress giving the Secretary of the Treasury 
plenary powers to extend the time of payments 
upon principal and interest. We believe that 
public opinion in the United States will ap- 
prove of every act of accommodation that is 
necessary to handle this indebtedness in such 
manner that it will not embarrass the debtor 
nations in their recovery or inflict hardship 
upon them. 

Aside from the disposition of the American 
people to follow this course from motives of 
friendship and consideration for their late as- 





sociates in arms, there are other reasons why 
they should do so, some of which may give 
greater assurance than any statements from 
this delegation. é 

There are economic reasons why the United 
States should not desire payments upon this 
indebtedness under present conditions. There 
is a natural equilibrium in economic affairs 
which all parties are interested in maintaining. 
The United States is a great exporting coun- 
try. With her vast productive capacity she is 
anxious to maintain and increase her exports, 
but finds herself to-day confronted in every for- 
eign country by exchange rates which put her 
at a disadvantage in the competition. If in 
the present state of trade the United States 
should ask for the payment of accruing inter- 
est upon these loans, and the debtor Govern- 
ments should go into the markets and attempt 
to gather up exchange to make the payments, 
the effect would be to raise exchange rates 
on New York still higher and bring our ex- 
ports to a standstill. In short, the United 
States, from the standpoint of its own inter- 
ests, cannot afford to accept payments of either 
principal or interest from the debtor govern- 
ments at this time. It will handicap and im- 
peril our own trade by doing so. Moreover, 
if the time ever comes when we can accept 
such payments without iniury to our own 
trade, by that token the situation will be such 


that the payments can be made without hard- 
ship to the debtors. 


Practical Results of the Debtor and Creditor 
Relationship 

The position of a. creditor country has 
been reached very suddenly by the United 
States, and the. perplexities of the situ- 
ation are largely due to that fact. If the 
development had come in the normal course 
of trade, there would be nothing alarming in 
the fact that Europe owes the United States 
$10,000,000,000 or $15,000,000,000. Before the 
outbreak of the war the world owed Great 
Britain approximately $20,000,000,000, but that 
indebtedness was giving nobody any concern, 
because Great Britain continued from year to 
year to re-invest the income largely in the 
debtor countries. The fact is that the debts 
of the world to Great Britain, including all of 
its foreign investments in that category, were 
always growing and nobody ever raised a 
question as to how or when they would 
be paid off. Collectively they were not ex- 
pected to be paid off, and that suggests a ques- 
tion as to the actual burden involved in a body 
of indebtedness of which neither principal nor 
interest ever is to be actually paid! A credi- 
tor country under normal conditions is like a 
rich man who seldom reduces his investments, 
but rather is always adding to them. 

I might go farther, and develop the thought 


that it makes very much less difference than is 
commonly thought where a body of securities 
is owned, provided the income from them is 
available for investment wherever in the world 
the best opportunities exist for the develop- 
ment of industry and for increasing the pro- 
duction of staple goods of world-wide con- 
sumption. Most of the controversies over the 
ownership of wealth are based upon the as- 
sumption that nobody gets any benefit from 
wealth but the people who hold title to it, 
which, of course, is a gross fallacy. The bene- 
fits of wealth in productive forms are diffused 
throughout society, scarcely hindered by na- 
tional boundaries. To a very much greater ex- 
tent than we are accustomed to think the 
wealth of the world is a common fund, who- 
ever may hold the titles of ownership and 
wherever it may be located. 


The Lesson of Mutual Interests 


This may seem to be a kind of talk best ap- 
preciated by the owners of wealth and by 
the people of a creditor country, but I am 
trying to point out how the interests of coun- 
tries are intermingled. What I am saying 
now is intended as much for our own people 
in the United States as for you. We want 
to sell our products, and we cannot sell them 
in normal quantities and collect these debts 
at the same time, at least under present 
world conditions. Unless we handle this 
indebtedness with a proper regard for the 
trade upon which our industries are dependent 
we will lose more than the debts amount to. 
That is the lesson in relationships which goes 
with our new position as a creditor country. 
We are not very clear about it yet, be- 
cause the position is new to us, but we are 
not slow to discover that high exchange rates 
on New York raise the cost of all American 
products to foreign buyers. This fact affects 
every grower of cotton and every producer of 
grain and live stock in the United States, and 
whatever affects them likewise affects every- 
body else in the United States. I venture to 
say to you that exchange rates and the prices 
of international products constitute the most 
powerful influence for the dissemination of 
wholesome instruction about international re- 
lations that can be exerted. They are teach- 
ing that the world is one community and that 
prosperity or depression in any country ex- 
erts an influence for prosperity or depression 
in every other country. 


Summing Up 
In conclusion and to sum up: This dele- 
gation from America has no commission to 
make promises. It can express only its own 
opinions. It believes that now the indemnity 
terms are settled, and that peace and social 
order in Europe appear to be more firmly as- 








sured than at any time since the war, the 
prospects for international co-operation are 
greatly improved. They are convinced for 
themselves and believe that the American 
people are generally impressed that there will 
be no prosperity in our own country, no mar- 
kets for our own products, until international 
trade is again flowing in accustomed channels. 
The importing countries desiring credit must 
do their part: they must supply the best basis 
for credit they can offer, remembering that 
those of us in the United States who desire to 
work with them are obliged to go out to the 
public market and find the money with which 
to pay for the things that are wanted. The 
bankers who handle the securities must com- 
ply with the conditions of the market, and 
they must be able to offer securities they can 
recommend. 

Finally, the needs of Europe should be pre- 
sented in definite form. There should be some- 
thing like a general survey in each country to 
determine what is wanted, and what is most 
wanted, in order to restore the productive ca- 
pacities of the country. If it is agricultural 
implements, a list should be made of the num- 
ber of ploughs, harvesting machines, or what- 
ever it may be: if it is breeding stock, a list 
should be made: if it is railroad equipment, a 
list should be made: if it is cotton or copper 
or other raw materials, lists should be made. 
and forwarded through the proper channels, 
together with a statement of the security that 
will be offered. Then it will be up to the busi- 
ness organizations of the United States to call 
together representative people in the indus- 
tries directly concerned, and see what can be 
done. There is good reason to believe that 
steps taken in this orderly manner will lead to 
practical results. The situation is beset with 
difficulties, but the people of the United States 
have lost enough in the last year by a shrink- 
age in the value of their products and by idle- 
ness in their industries, to have supplied every- 
thing that Europe has needed for the restora- 
tion of her industrial life. Moreover these 
losses are continuing and will continue until 
normal trade is re-established. This fact con- 
stitutes a reproach to organized society, and 
there is reason to believe that when the situa- 
tion is fully comtprehended a way to correct it 
will be found. 
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Domestic Branches of The National 
City Bank. 
The attention of the officers of The National 


City Bank of New York has been called to the 
fact that the announcement of the opening of 








the bank’s branches in New York has created 
the impression in some quarters that the Na- 
tional Banking Laws have been amended so 
as to permit national banks to establish 
branches. This is not the case. 


The National City Bank recently consoli- 
dated with the Commercial Exchange National 
Bank. The Commercial Exchange National 
Bank was originally organized as a state in- 
stitution and, as such, established several 
branches in the City of New York. When it 
was converted to a national bank it was per- 
mitted under the law, to continue to operate 
branches established prior to that time and 
upon its consolidation with The National City 
Bank, all of its rights passed to the consoli- 
dated bank, including the right to maintain 
branches established before that time. 


It was through this consolidation and 
not by reason of any change in the law, 
that The National City Bank was permitted 
to open New York City branches. Several 
national banks are operating branches ac- 
quired in.the same way. Perhaps the most 
notable case of a national bank with branches 
is that of the “Bank of California, National As- 
sociation,” which has branches that date back 
almost to the establishment of the national 
banking system. 


Discount Rates. 





Rates on paper dsicounted for member banks approved by 
the Federal Reserve Board and in effect July 27, 1921. 
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Bankers’ acceptances 
maturing within 3 months 
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The system of progressive rates, based upon the 
amount of rediscounts for each member bank, which 
has been in force at the Kansas City Reserve Bank, 
has been discontinued. 
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That GRATIFYING Moment 


HRIFT and the rewards of thrift find expres- 
sion in the act of cutting the coupons from 


your carefully chosen bonds. 


At present prices the liberal yield from high-grade 
bonds appeals to the foresight of men who habitu- 
ally think. ahead. 


On our Current Purchase Sheet you will find a 
wide range of securities investigated with pains- 
taking care—from which you may make desirable 


selections. Sent on request for B-166 


The National City Company , 
National City Bank Building, New York 


Offices in more than 50 cities 
BONDS -. PREFERRED STOCKS - ACCEPTANCES 
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